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Ld our 51st year of operation 


HIGHLIGHTS 


Incorporated under the laws of Canada on November 28, 1925 


Capital: 


issued and outstanding. 


STATISTICS 


NET PRODUCTION 

Oil Production, barrels 
Daily average, barrels 

GaseProducnom MGE eos. 
Daily average, MCF ...... 


SALES & EARNINGS 
Crude Oil and 
Natural Gas Sales 2 48. «.. 
Funds provided by Operations 
Per Share, fe. Foe oo 
Earnings (Loss) for the year 
Per Share 


LAND HOLDINGS 
Oil & Gas Lease & 
Permit Acres 
CPOSSMACLOCSiie ere a ees 
WEL GGreS Fa siemi se is 
Mining Claims & 
Exploration 
GrOsSpaGreSe ieee ee 
Net acres 


NET RESERVES 
Oil and Condensate, barrels 


| Otol eR 


Natural Gas, MMCF 
— proven and probable ... 
Indicated Sandhills Gas 
Reserves, MMCF 
(net of royalty) 


1976 1975 1974 
204,345 161,182 173,214 
560 442 475 
1,906,542 34,317,963. 2 1/16,4996 
5223 3,61 ney Aaya, 
$2,094,030 © 19928,553  .- 1,060,939 
1,459,830 484,966 269,948 
33.5¢ 13.3¢ 7 .A¢ 
$422,273 (126,596) (798,172) 
10¢ (3¢) (22¢) 
1,265,318 1,042,102 846,776 
221,048 163,053 116,733 
66,664 65,898 65,898 
6,666 6,451 6,451 
1,640,000 1,016,000 — 1,072,000 
695,000 320,000 621,000 
2,339,000" #1,336,000 1,693,000 
44,596 28,490 24,150 
103,000 103,000 103,000 


7,000,000 shares without nominal or par value, of which 4,424,451 (net) shares are 


1973 1972 
108,493 107,107 
297 293 
- 1,174,826 7VA.,477 
3.219 1,949 
546,600 400,122 
24,501 5127 

0.7¢ 0.3¢ 
(279,359) (147,936) 

(10¢) (0.8¢) 
3,467,740 3,903,520 
286,595 325,503 
58,950 296,479 
5,895 29,647 
1,160,570 1,055,320 
443,700 660,219 
1,604,270 1,715,539 
26,044 23,726 
241,034 178,000 


OAKWOOD PETROLEUMS LTD. 


DIRECTORS’ REPORT TO THE SHAREHOLDERS 


May 30, 1977 


In our last Annual Report we emphasized 
that company policy for 1976 and 1977 would be 
one of maximizing cash flow and development of 
existing properties. We have been able to carry 
out this policy with the drilling of a number of 
development wells and, to the extent that we 
have been able to do so, we have placed these 
wells on production. The results of our efforts are 
reflected in the accompanying financial state- 
ments which indicate a substantial increase in oil 
and gas sales, from $1,428,000 in 1975 to 
$2,595,000 in 1976, or an increase of 82%. Pro- 
jecting our 1976 operations into 1977, the com- 
pany is estimating 1977 oil and gas sales of 
$4,000,000, based on developed properties 
owned as of January 1, 1977. 


One of our major problems, which faces all 
Canadian gas producers at this time, is lack of 
markets until approximately the end of 1978. 
Canadian markets are now receiving all the gas 
they are prepared to purchase and export con- 
tracts are being met. Additional exports to al- 
leviate the over-supply would probably be logi- 
cal, but are under the control of the Federal Gov- 
ernment. Unless the Federal Government is polit- 
ically inclined to permit additional exports, we 
see little chance to increase production of natural 
gas in Western Canada until that date. Therefore, 
the company will be faced with a costly delay in 
the marketing of available preduction, and ac- 
cordingly must postpone certain of our explora- 
tion and deveiopment programs. 


Additional emphasis was placed during 1976 
and the early part of 1977 on expanding your 
company’s operations into the United States of 
America. Effective January 1, 1977, the company 
purchased for approximately $2,000,000, an in- 
terest in approximately 8,000 acres of mineral 
rights in south Texas. This purchase is currently 
producing a net revenue to the company of ap- 


proximately $25,000 per month. Additional dril- 
ling and acquisition programs will be carried out 
during 1977 in the United States since markets 
are more readily available there and net return on 
investment after government ‘‘take’”’ is higher than 
in Canada. 


In early 1977, the company acquired and 
cancelled $200,000 of its outstanding convertible 
debenture issue held by certain investors. This 
leaves a balance of $400,000 of this debenture 
issue still outstanding, which can be converted 
into approximately 348,000 shares. It is the com- 
pany’s intention, if acquisition is possible, to 
purchase and cancel these additional debentures 
prior to conversion, in order to eliminate any 
further dilution of the shareholders’ equity. In 
general our policy will be to avoid any further di- 
lution of shareholders’ equity. 


You will note in reading the report that the 
company acquired 110,000 additional shares of 
American Eagle Petroleums Ltd. during 1976, 
bringing Oakwood’s ownership in American 
Eagle to 1,300,323 shares, representing 31% 
ownership at December 31, 1976. In 1977 to date 
of this writing, the company has made further 
purchases totalling 151,500 shares bringing our 
present ownership to approximately 35%. 


We look forward to a successful year in 1977 
and wish to express the appreciation of the direc- 


tors and officers of your company to our dedi- 
cated employees and supporting shareholders. 


On behalf of the Board of Directors 


OIA Ge ea a 


Dallas E. Hawkins II 
President 
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PRODUCTION PURCHASES 
Saddle Lake Area, Alberta (See map) 


Your company’s Annual Report for 1975 re- 
ported that, in November, 1975, Oakwood Pet- 
roleums Ltd. as Operator on behalf of itself and 
partners, purchased a 50% working interest in 
approximately 12,000 acres, and a 7.5% gross 
overriding royalty convertible to a working in- 
terest at payout in approximately 9,280 acres in 
the Saddle Lake Area. The pertinent map will 
show that the properties are located in Townships 
57, 58, and 59, Ranges 11 and 12 W4M. Sub- 
sequent to the purchase, 3 gas wells have been 
drilled and completed in addition to the 14 shut- 
in gas wells which were on the properties at the 
time of purchase. Oakwood’s net interest in the 
Saddle Lake properties vary from a 5-10% work- 
ing interest to a 1.5% overriding royalty interest. 
The properties have now been on stream for a 
period of almost one year and are presently pro- 
ducing for the account of Oakwood approxi- 
mately 1.3 MMCF/D for an annual net income of 
approximately $300,000. 
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Tide Lake Area, Alberta (See map) 


In late 1976, Oakwood negotiated the 
purchase of a 46.88% working interest in forty- 
nine producing gas wells and 21,600 gross acres 
located in Township 18, Range 10 W4M. The ef- 
fective date of the purchase was November 1, 
1976. The total purchase price of the acquisition 
was approximately $3.7 million which was 
primarily financed in association with a group of 
investors who participated in the purchase earn- 
ing 80% of the proceeds from production until re- 
covery of their investment. At that time the inves- 
tor’s 80% participating interest will revert to a 
40% interest. American Eagle Petroleums Ltd. par- 
ticipated with Oakwood Petroleums Ltd. in the 
acquisition on a 50/50 basis. 


To summarize the above, Oakwood Pet- 
roleums Ltd. and American Eagle Petroleums Ltd. 
each hold a 4.687% working interest converting 
at payout to a 14.063% working interest in the 
Medicine Hat and Milk River formations. Each of 
Oakwood and American Eagle hold a 23.44% 
working interest in all formations purchased 
below the base of the Medicine Hat formation. 
The Oakwood/American Eagle group have as 
partners PanCanadian Petroleum Limited, who 
hold a 53.12% working interest in the properties. 
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Dimmit County, Texas 

In keeping with your company’s policy of 
building the assets of the company by way of 
production purchases, effective January 1, 1977, 
your company through its wholly-owned U.S. 
subsidiary, Oakwood Petroleum Corporation, 
purchased an interest in approximately 8,000 
acres of mineral rights in Dimmit County, in the 
southern portion of the state of Texas. The pro- 
duction purchase negotiated by your company 
with Petro-Lewis Corporation involved a total 
cash consideration of in excess of $10 million for 
the acquisition of a 25% working interest in the 
properties. Your company sold 80% of the pro- 
duction purchase to a subsidiary company of a 
well established major Canadian company, 
thereby retaining a 20% interest for its own ac- 
count. The disposition of the 80% working in- 
terest to the participant provided that, upon re- 
covery of the participant’s acquisition costs, the 
interest shall be split 25% for the account of 
Oakwood and 75% for the account of the par- 
ticipant. 


There are presently 6 producing gas wells 
situated on the properties purchased, producing 
approximately 15 MMCF/D of gas providing 
Oakwood with a net monthly revenue of approx- 
imately $25,000. It is the intention of the partici- 
pants to carry out additional development drilling 
on the properties within the very near future, and 
it is estimated that such drilling should provide an 
additional 5 MMCF/D of sales gas. It is estimated 
that such an increase will approximately double 
the net monthly revenue from the properties. The 
gas from the area is presently under contract to 
Lo-Vaca Gathering Company and is selling for 
$2.0454/MMBTU. 


OTHER ACQUISITIONS 


In March 1976, Oakwood Petroleums Ltd. 
acquired as a wholly-owned subsidiary Lochaber 
Oil Corporation Ltd. Lochaber is the parent com- 
pany of Bueno Oils Ltd., which owns various 
producing petroleum and natural gas interests in 
western Canada. It is estimated that this acquisi- 
tion will provide an additional $300,000 net cash 
flow annually to your company. 


The prime areas of interest in which Bueno 
has varying interests are the Viking-Kinsella, Al- 
berta, area located in Township 48, Ranges 7 and 
8 W4M. Bueno’s interests in this area vary from 
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645% gross overriding royalty to a 15% lessor 
royalty interest in a total of approximately 
15,400 acres. There is no production presently 
being obtained from the properties, however the 
general area is indicated to be productive and 
very likely will justify drilling in the future. 


Bueno Oils Ltd. also holds a 12.5-50% 
working interest in 9,600 acres in the Acadia Val- 
ley area, Alberta, located in Township 25, Range 
1 W4M. There has been a fair amount of success- 
ful drilling activity in this area over the past year. 
Bueno has recently agreed to participate with 
Compadre Oil Corporation in a farmout-option to 
drill a well to test the Banff formation, in which 
Bueno will participate as to a 50% interest. 


DEVELOPMENT DRILLING AND 
EXPLORATION 
Matziwin-Gem-Verger Area, Alberta 

Over the past several years your Company 
has regularly reported on its activities in the 
above area. The Matziwin gas plant went on 
stream in April, 1976, and approximately 3 
MMCF/D is presently being sold from the area for 
the account of Oakwood Petroleums Ltd. and its 
subsidiary companies. During the latter part of 
1976 eleven additional wells were drilled and 
successfully completed to provide additional daily 
volumes of gas to maximize plant capacity. Oak- 
wood’s interest in the properties in the area varies 
from a 5% working interest to a 100% working 
interest in a total of approximately forty-seven 
sections. Oakwood’s average net monthly income 
from this area is in the order of $35,000. 


Pembina Area, Alberta 

Oakwood Petroleums Ltd. to date has par- 
ticipated as to its 20% working interest in the dril- 
ling of a total of eight wells in the Pembina Area, 
located in Township 48 and 49, Range 11 W5M. 
Seven of the eight wells drilled were completed as 
Cardium oil wells and one as a Basal Quartz gas 
well. In addition to the wells jointly drilled, one 
Cardium oil well was purchased by the partici- 
pants from Amoco Canada Petroleum Company 
Ltd. The interests earned under the farmout 
agreement were subject only to the Lessor Royalty 
and a 10% Gross Overriding Royalty reserved 
unto the farmors. The nine-section block acquired 
pursuant to the farmout agreement and the purch- 
ase has subsequently been unitized as shown on 
the pertinent map. The participants further jointly 
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acquired an additional adjoining 800 petroleum 
and natural gas lease acres from the Crown. 


Production is presently being taken from 
eight oil wells. Prior to spending additional 
monies in the area, it will be necessary to deter- 
mine whether or not a waterflood scheme should 
be implemented in order to maximize production 
from the existing wells. A recent geological- 
engineering study has, however, revealed that it 
would be economically justifiable to implement 
such a waterflood scheme in the area. In this re- 
spect it is very likely that additional drilling will 
be undertaken in the not too distant future. 


OTHER DRILLING AND EXPLORATION 


During the year your Company participated 
as to varying interests in the drilling of a total of 
64 wells, which resulted in 44 gas wells, 10 oil 
wells, and 10 abandoned. Acquisitions referred to 
elsewhere in this report resulted in a purchase of 
a total of 65 wells. 


RESERVES 


Your Company has had two firms of inde- 
pendent consulting engineers evaluate our prop- 
erty holdings as at January 1, 1977. The impact of 
our acquisition and development programs Is re- 


flected in the reported recoverable reserves which 
amounted to almost 45 billion cubic feet of gas 
and 2.3 million barrels of oil. It is estimated that 
the future net revenue from these reserves will 
amount to approximately $75,000,000. Present 
net worth of these reserves, employing a 12% dis- 
count factor, is estimated to be $30,000,000. 


FINANCIAL HIGHLIGHTS 


Your Company’s growth pattern of earlier 
years continued in 1976 with total oil and gas 
sales amounting to almost $2.6 million as com- 
pared to $1.4 million in 1975. This growth pattern 
is even more pronounced in considering the net 
funds provided from operations, which totalled 
almost $1.5 million or 33.5¢ per share in 1976 as 
compared to $500,000 or 13.3¢ per share in 
1975. Net earnings reported for 1976 were 10¢ 
per share as compared to a 3¢ per share loss for 
L97 Se 


As of this date your Company holds a 35% 
equity position in American Eagle Petroleums Ltd. 
— which investment will commence to yield 
some attractive returns to Oakwood Petroleums 
Ltd. in the coming years, as American Eagle’s 
cash flow and earnings grow. 


The Company is continuing its policy of ac- 
quisition of producing properties, such acquisi- 
tions being financed primarily through long term 
production bank loans. Looking forward to 1977 
it is anticipated that the company will continue to 
pursue this acquisition program, as well as ventur- 
ing into certain exploration programs which its 
present cash flow will permit. 
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GONSOLIDATED BALANCE SHEET — DECEMBER 31, 1976 


ASSETS 


CURRENT ASSETS 


Accounts receivable = trad@ oo... 55. 0... Be 


— sale of resource properties ...... | 3,700,000 


RECEIVABLE UNDER SHARE PURCHASE PLAN (Note 3)... 


INVESTMENT IN AMERICAN EAGLE 


PEAROLEUMS: LTD: (Note 4) oc. oe 


PROPERTY AND EQUIPMENT 


Producing petroleum and natural gas leases and 
rights including development and equipment 


thereon at DOSiwe a a eee 


Accumulated depletion and depreciation ...........°. 


Non-producing properties; at cOst 5... SP a 


OTHER ASSETS 


Receivables and AOVaNe@eCSiee.. .. iuidde ae. ee ee 


Deferred financing charges 


Approved by the Board 
ZL ehloe a Stn. eee Director 


~ MIN ey a Director 


1976 


$ 1,191,718 
1,364,128 


6,255,846 
133,000 


998 ,244 


14,854,989 


5,952,218 


8,902,771 
1,563,709 


10,466,480 


10,004 
48,016 


58,020 


$17,911,590 


$975 


$ 239,180 
943,261 


1,152,461 
133,000 


2 1,093,450" 


8,972,662 


4,671,645 
*4.301,017 


976,311 
5277, 228 


69,492 


__ 69,492 


$7,725,731 


LIABILITIES 


CURRENT LIABILITIES 


Baniy indebtednes$4{NOte,5) 28.30 i. or eee 
Accounts payable and accrued liabilities.............. 
SCOMC: TAXES DaVADIG: . oc. se eis eee ae 
Current portion of prepayments under gas sales contracts . 
Current maturities on long-term debt (Note 5).......... 


PREPAYMENTS UNDER iA SALES COMURAG Sc 6 tec: 
PONG TERM: DEB SINOtES) "ae oe 8 ee, 
DEFERRED ANCOME TAXESs tacos) = ga a pe a ce 


SHAREHOLDERS’ EQUITY 
CAPITAL STOCK (Note 6) 


Authorized 
7,000,000 common shares without par value 


Issued and to be issued 
5,019,785 snares(1975 03 643.789) \<oce a  e 


BON PIBU.LED SURPLUS Bae eo. oe Pet ee oa 
BG) tet Wie 4 agit pe ARC hace. 2s. Shin Boi pea 


Less 595,334 shares held by 
wholly-owned subsidiary company (Note 2(a)) .....-...-. 


1976 


$ 2,955,284 
2,934,150 
148,873 
76,000 
110,000 


6,224,307 
284,129 


5,680,204 
17155,789 


9,688,974 
768,152 
10,457,126 
(5,205,330) 
D251, 7/90 


684,635 
4,567,161 


$17,911,590 


1975 


1,076,124 


50,200 


1,126,324 
1517653 
3,046,265 
154,170 


8,106,570 

768,152 
8,874,722 
(5,627,603) 
33247; 149 


3, 2a AAD 


$7, 7253734 
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CONSOLIDATED STATEMENT OF EARNINGS 
YEAR ENDED DECEMBER 31, 1976 


1976 
REVENUE 
SAGs hGlONranG BASe uses i. Le ee. os ae $2,594,838 
Interest ani @ther es: “eee. Ee lee gaan 164,490 
2 /597328 
EXPENSES 
Field operatinge eh ghee Me. Oa a Oe eee es 738,259 
Nen-preducing propertyccosts® * +) ete ss tk eae 87 ,469 
Exploration, engineering and consulting .............. 171,414 
general-and administratlye™.... 2 oe ™ ee 437 ,062 
Interestenlong-term debt .. . <a... ore... Pee = 558,829 
Depreciation“and depletion. «2... eevee erg a 483,435 
Share of loss of American Eagle Petroleums 
ko pas BMbS come h sent. Semaine WN ir lie he Ee 142,886 
Write down-opotherassets Sat. a.) oe in Oo ee ___ 92,239 
DEAN teks 
Earnings (loss) before undernoted items ..............:% | 47,735 
Gain on sale of resource properties ...40. 00 sia es ee 623,703 
Earnings (loss) before income taxes ........... Sie ee. 671,438 
Income taxes 
Current «43sec i ee ee 25,365 
Deferted ing 2 eiee i ee a oe ee ae 223 ,800 
249,165 
NET*EARNINGSAEOSS ieee os. eee ee Swe ee a S422 273 
NET EARNINGS (LOSS) PER SHARE, 
based on weighted average number of 
shares outstanding during thevyear...: ya vg. ares co. $ 10 
CONSOLIDATED’STATEMENT OF DEFICIT 
YEAR ENDED DECEMBER 31, 1976 
1976 
DEFICIT: Aa, BEGINNING.OPMEAR © Seti. oye oa $(5,627,603) 
Netearnipess(lOss) aur sat ic Pieter ees ee 422,273 
DEFICIT AlgEND GR NEAR) 2. aa. ile Ok ot $(5,205 ,330) 


4975 


$ 1,428,553 
5, DAG 


1,434,172 


320,461 
48,100 
121,583 © 
311,426 
240,967 
328,494 


128,898 


1,499,929 
(65,757) 


(65,757) 


193;33.1) 
154,170 


60,839 
$ (126,596) 


0) 


1979 


$(5,501,007) 
(126,596) 


$(5,627,603) 
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CONSOLIDATED STATEMENT OF CHANGES IN 


FINANCIAL POSITION 
YEAR ENDED DECEMBER 31, 1976 


1976 T9ZS5 
WORKING CAPITAL DERIVED FROM one iat ee 
OCOMEFATIONS | mia So. | nea), Se te tau $1,459,830 $ 484,966 
Production, bane 1Gans, qf ae wae... 2 Soa 696,700 2,037,806 
Other long-term debt, net of financing 
Ghareescof $48.0 | Ge scsi eee rere ae ee le, 1,151,984 — 
Issue of Capital stock on acquisition 
oF Coronado. Consultants: [td ap ee Bt eee 1,582,404 a 
Prepayments under gas sales contracts ............... 1327276 — 
Others Set eS eS a ne 1,000 74,254 
5,024,194 2,297,026 
WORKING CAPITAL APPLIED TO 
FAGCQUISILIONS SS hee. Seek Ea eee SEL, Cn, ian OR Res By ator pe oXe — 
bess: Working Capitalsacquired.: 2 co. 0. nck sabe tok Ses 2,633,516 _ 
2,602,722 — 
Additions to property and equipment ................ 2,208,390 1,398,494 
Purchase of shares of American Eagle 
Petrolegnis.| idiot 4... eect’. Garten te eae 47 ,680 8,095 
Current maturities on long-term debt so ee 110,000 _ 
Repay men..or long-term debt sagt. oe seer. 50,000 1,000 
Reduction of non-current portion of prepayments 
uftider. ‘sas sales CODNACIM: 8a. Pe gee tee eS — 29,438 
B,U1Gr7 92 1,437,027 
iNGCREASEHINAWORKINGRGAPITLAL Siete n ta. ie .e eee 5,402 1595999 
WORKING CAPITAL (DEFICIENCY) AT BEGINNING 
8 ad a a ae eee a, ae Ne EP SES 26,137 (1,133,862) 
IV@ REIN G@GAPITALCAT AEN DLOE SY EARS in ed cco ey eee ue See) $52 OSES 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
YEAR ENDED DECEMBER 31, 1976 


li. 


Las 
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ACCOUNTING POLICIES 


(a) 


Consolidation 


The consolidated financial statements include the accounts of the Company and its subsidiaries all of which are 
wholly-owned. The excess of the consideration paid for shares of purchased subsidiaries over the net book value of 
the assets acquired has been included in fixed assets in the consolidated balance sheet and is being amortized on 
the same basis as such assets or has been deducted from shareholders’ equity in the case where the purchased 
subsidiary held shares of the Company. 

Property and Equipment 

The Company follows the practice of capitalizing the acquisition costs of both producing and non-producing 
properties and charging the costs to earnings if the property is subsequently surrendered. The cost of drilling a 
productive well is capitalized and the cost of a non-productive well is charged to earnings when the well is 
determined to be dry. The costs of producing leases and development thereon are amortized using the unit of 
production method based upon estimated quantities of oil and gas as determined by the Company’s engineers. 


Equipment is depreciated on a diminishing balance basis over its estimated useful life at annual rates varying from 
10 to 30 per cent. 

Income Taxes 

The Company follows the tax allocation method of accounting under which the income tax provision is’ based on 
earnings reported in the accounts. Accordingly, the Company makes full provision for income taxes deferred as a 


result of claiming capital cost allowances and exploration and development costs in excess of the amounts pro- 
vided for depreciation and depletion in the financial statements. 


ACQUISITIONS 


(a) 


Effective January 29, 1976 and in exchange for 1,376,004 shares of the Company, all the issued shares of 
Coronado Consultants Ltd. were acquired from a director and officer of the Company and his family. Coronado has 
as its major assets petroleum and natural gas properties in Western Canada and 595,334 shares of the Company. 


The net assets acquired and values assigned thereto are as follows: 


Petroleum and natural gas properties 


atsnetbook Valliaske.. 3-3. oes as ee ee : $ 354,409 
IncreasetOmair, value re tate. 5, eae ee Se ee 1,102,999 
1,457,408 
Shares of Oakwood Petroleums Ltd. 
atunet book Wallies. <s0-. 35 eee eee eae $188,591 
Increase:to: fair Valtie sa sere) i. eR eae eae ia eee 496,044 684,635 
2,142,043 
Working Capital detigienCy<. (iu. 20a ieee ee ee ag (506,565) 
Other liabilities fassumed ee. sick. Seer Set SS 2 eae (47,240) 
Amount of share consideration given plus 


OStscOr aCCUISItiON.O1=95, 834. sxe aan 1 ae eee $1,588,238 


Effective March 30, 1976 the Company acquired for cash all the issued common shares of Lochaber Oil Corpora- 
tion Ltd. and its wholly-owned subsidiary, Bueno Oils Ltd., which companies have as their major assets petroleum 
and natural gas properties in Western Canada. 


The net assets acquired and the values assigned thereto are as follows: 


Petroleum and natural gas properties 


at. metbook value i) Sime nee et preening a en ge Be $ 666,140 

Inerease to:fair value ee jane fore en es We reg eee, ae aie alae Opt tae ee ea 1,482,747 

2,148,887 

Working (Capital acquiteds. tar wate Mc ce) tla osc he. AR ek oe 3,140,081 

Othrerstfabsitiesiassuined sexs oo tees INE ae SR ie RRC Se a ae (1,640,968) 
Cash consideration given 


AIDA De As saa = cis Ne, RR een Siok ede. CN uN Oe $ 3,648,000 


(c) The acquisitions have been accounted for by the purchase method and the earnings of the acquired companies 
have been included in the consolidated earnings from the effective dates of the acquisitions. The excess of the 
consideration paid over the net book value of the assets acquired is subject to the accounting policies outlined in 
note 1(a). . 


RECEIVABLE UNDER SHARE PURCHASE PLAN 


During 1974, 70,000 shares were issued to three officers of the Company under the terms of a share purchase plan. The 
purchase price, $133,000, is payable prior to March 21, 1978 (extended during the year from March 21, 1977) and is 
secured by the issued shares which are held in trust pending payment. Shares which remain unpaid at March 21, 1978 
are to be returned to the Company in full settlement for any amounts then owing. 


INVESTMENT IN-AMERICAN EAGLE PETROLEUMS LTD. 


The Company follows the equity basis of accounting for its investment in American Eagle Petroleums Ltd. whereby the 
investment is carried at cost less the Company's share of the earnings or losses of American Eagle since the date of 
acquisition. The excess of the consideration paid over the Company’s share of the net book value of the assets is being 
amortized on the same basis as the related assets of American Eagle. At December 31, 1976, the Company owned 
1,300,323 shares (approximately 31%; 28% in 1975) of American Eagle. 


1976 1975 


SharespatiG@si ita we a, ve ee ey eg Pe ee Se $1,457,932 $1,410,252 
Share ofslOSses ear tak cat ees Gh eg ee Be OR oh 459,688 316,802 


$ 998,244 $1,093,450 


The shares had a market value of $598,000 (1975 — $387,000) at December 31, 1976. While, in the opinion of 
management the difference between carrying value and market value does not reflect a permanent impairment in the 
value of the investment and the Company has no immediate plans to dispose of the shares, it is not possible to deter- 
mine the amount that may ultimately be realized from this investment. 


LONG-TERM DEBT 


1976 1975 
Prodiiction bankeloans = Sok. oc ee $4,640,204 $3,046,265 
Fixed:charge debenture. 5.9% son. 3.4) ee ee 550,000 — 
°9% convertible debentureSae sak 0 ho i a ee ee ee 600,000 — 
5,790,204 3,046,265 
Less Current maturities 
included in current 
bia biltthesi ag iets a ci ey cane seas Sree aN cn RO See aR 110,000 oe 
$5,680,204 $3,046,265 


The bank indebtedness included in current liabilities and production bank loans as evidenced by demand promissory 
notes are secured by petroleum and natural gas properties, accounts receivable and shares of American Eagle Pet- 
roleums Ltd. 


Subsequent to December 31,.1976 $2,800,000 of bank indebtedness (included in current liabilities) was repaid. The 
production loans are repayable out of future production proceeds and, accordingly, are not expected to require the use 
of existing working capital; therefore no portion of these loans has been reclassified to current liabilities. Interest is 
payable at the rate of 1% above the prime rate set from time to time by a Canadian chartered bank. 


The fixed charge debenture is secured by a specific second charge against the assets of the Company in the Saddle Lake 
Area, and a floating charge against the assets of the Company in Alberta and Saskatchewan. It is repayable in monthly 
installments of $10,000 until June 1981, plus interest at bank prime rate plus 1%. In addition, the lender is to receive a 
fixed royalty from the Saddle Lake properties to earn until July 25, 1986 an aggregate of $165,000. 


The 9% convertible subordinated debentures due in 1982 are secured by a floating charge against all assets of the 
Company and are subject to annual sinking fund payments of $150,000 commencing in 1979. The debentures are 
convertible into common shares of the Company as follows: 


— To August 1, 1977 at $1.15 per share; 

— From August 2, 1977 to August 1, 1979 at $1.35 per share; 
— From August 2, 1979 to August 1, 1980 at $1.75 per share; 
— From August 2, 1980 to August 1, 1981 at $2.00 per share; 
— From August 2, 1981 to January 31, 1982 at $2.25 per share. 
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Subsequent to December 31, 1976, the Company purchased and cancelled $200,000 principal amount of the outstand- 
ing convertible debentures at a cost of $261,000. 


The estimated principal payments on long-term debt for the next five years are as follows: 1977 — $1,188,000; 1978 — 
$1,158,000; 1979 — $1,140,000; 1980 — $1,240,000; 1981 — $714,000. 


6.. CAPITAL STOGK 


Transactions in the Company’s capital stock during the year ended December 31, 1976 were as follows? 


Number of Carrying 
Shares Value 
Balance ssecember St at9 75)" os eer rn ee ee 3,643,781 $8,106,570 
On acquisition of Coronado 
Consultants Ltd. 
ISSmed iO Gases ie Oe ene 5 ge rn eee) Bias 150,000 172,500 
IsSu@al Tere 97 ae OS nate ee, gh RS Re A a ae 1,226,004 1,409,904 


5,019,785 $9,688,974 
At December 31, 1976 = = SS EE 


common shares were reserved for issuance as follows: 
For issuance under Employee 

Incentive Stock Option:Rlamsa 1st Sages es nae ee : 3 60,000 
For conversion of 9% convertible 

subordinated debenturesss oi) ase Sere | a eee B21 ,/39 


581,739 


7. SUBSEQUENT EVENTS 


Subsequent to December 31, 1976, the Company has entered into an agreement to purchase certain petroleum and 
natural gas properties for cash consideration of $5,490,000. 


8. STATUTORY INFORMATION 


During 1976 the Company and its subsidiaries paid $1,200 to the Company’s seven directors in their Capacity as 
directors and paid $252,250 to six officers of the Company, three of whom are also directors. 


AUDITORS’ REPORT 


To the Shareholders of 
Oakwood Petroleums Ltd. 


We have examined the consolidated balance sheet of Oakwood Petroleums Ltd. as at December 31, 1976 and the 
consolidated statements of earnings, deficit and changes in financial position for the year then ended. Our examination was 


made in accordance with generally accepted auditing standards, and accordingly included such tests and other procedures as 
we considered necessary in the circumstances. 


In Our Opinion, subject to the ultimate recovery of the investment in American Eagle Petroleums Ltd. as referred to in 
note 4 to the consolidated financial statements, these Consolidated financial statements present fairly the financial position of 
the company as at December 31, 1976 and the results of its operations and the changes in its financial position for the year 


then ended in accordance with generally accepted accountihg principles applied on a basis consistent with that of the 
preceding year. 


Calgary, Alberta THORNE RIDDELL & CO. 
May 30, 1977 Chartered Accountants 
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= 4. and subsidiary companies 


CORPORATE INFORMATION 


NAME: 
Oakwood Petroleums Ltd. 


INCORPORATION: 
Dominion Charter granted November 1925 


AUTHORIZED SHARES: 
5,000,000 


SHARES ISSUED: 
4,424,451 — net 


HEAD OFFICE: 

220 One Calgary Place 
330 - 5th Ave. S.W. 
Calgary, Alberta 

T2P OL4 


SOLICITORS: 
McCombe, Cameron & Cormie 
Calgary, Alberta 


BANK: 
The Royal Bank of Canada 
Calgary, Alberta 


CONSULTANTS: 
McDaniel Consultants (1965) Ltd. 
Calgary, Alberta 


TRANSFER AGENT: 
The Canada Trust Company 
Calgary, Toronto, Montreal 


STOCK EXCHANGE LISTING: 
The Toronto Stock Exchange 
Toronto, Ontario 


OFFICERS: 

Dallas E. Hawkins II, President 
Gerhard Kasdorf, Vice-President 
Brian G. McCombe, Secretary 

Brian S. Ekstrom, Treasurer 
Gertrude V. Kerr, Assistant Secretary 


DIRECTORS: 

Dallas E. Hawkins Il 
Gerhard Kasdorf 
Brian G. McCombe 
Brian S. Ekstrom 
Edward G. McMullan 
Jack Wahl 

R. Ross Hamilton 


TO THE SHAREHOLDERS 


As Oakwood Petroleums Ltd. was incorporated in 
1925, it has gone through many changes, as 
“change” is necessary in the very competitive oil and 
gas business. As of 1976, however, the Company 
finds itself in the midst of the most active drilling and 
development program in its history. In addition, 
various recent and planned purchases have added 
and will add to the assets (and work-load) of the 
Company. 


But management must not forget, in the midst of 
daily business, to keep the 4,439 shareholders, or 
owners, of the Company informed and current on 
progress. We have therefore prepared this brochure 
to give you a ready summary of our situation, and 
to introduce some of the many people involved in 
the work of the Company and responsible for its 
results. 


In connection with the recent financing placed 
privately with Triarch Resource Capital Corporation 
Ltd., a report was prepared for Triarch by Mr. G. R. 
Hugo, an independent petroleum consultant. Triarch 
has given its permission to reproduce the report for 
you. We believe Mr. Hugo’s opinion to be equitable. 
However, as he has indicated in his report, the 
values given could be, under certain conditions, 
considerably higher. 


For your information the 1975 Annual Report is 
being mailed concurrently, and the Annual 
Shareholders’ Meeting will be held in August. 


Finally, | would personally like to thank all of those 
people working with the company and each 
shareholder, for his loyalty and efforts on its behalf. 


Sincerely, 


. an LEE LS) 


Dallas E. Hawkins II 


DALLAS E. HAWKINS II 


Dallas E. Hawkins Il is President of the Company, a 
director, and the largest shareholder. He has served on the 
Company’s Board since 1969 and as President since 1970. 


As President, Mr. Hawkins’ main responsibility is the 
overall management of the Company’s efforts. In par- 
ticular, he handles corporate actions, finance, governmen- 
tal relations and devotes a lot of time to origination of pro- 
jects and acquisitions. 


Mr. Hawkins was born in Houston, Texas, in 1923, and 
received his Petroleum Engineering Degree from The Rice 
University, Houston. In addition, he received a Masters 
Degree in Petroleum Engineering from the University of 
Michigan. After military service during World War II he 
moved to Canada in 1951, becoming a Canadian citizen 
in 1967. 


He started working in oil field activities in 1937 and has 
held increasingly complex positions in the oil industry, 
commencing as a laborer, since that time. During this 39- 
year period he has been employed by several oil com- 
panies ranging in size from independents to Majors, as 
well as being self-employed as a consultant from 1963 to 
1972 in Calgary. 


Mr. Hawkins is married and is the father of three children. 
His hobbies are reading, travel, sailing and golf. 


GERHARD KASDORF 


Gerhard Kasdorf is President of American Eagle 
Petroleums Ltd. and Vice President in Charge of Produc- 
tion and Operations for Oakwood Petroleums Ltd. He also 
serves on the Board of Directors of both Oakwood and 
American Eagle. 


Mr. Kasdorf was born in Bassano, Alberta in 1933 and 
received his Petroleum Engineering Degree from the 
University of Oklahoma. After graduating, he went to work 
with the Gulf Oil Corporation in Canada as a Production 
Engineer. He worked for Gulf in various capacities, in- 
cluding Reservoir Engineering, until 1963, at which time he 
left and went to work for the J. M. Huber Corporation. He 
worked for the Huber Corporation until 1971, holding the 
title of Production Manager for their Canadian Operations 
during the latter years. 


In 1971 he joined American Eagle Petroleums Ltd. as Ex- 
ecutive Vice President and was elected President in 
November of 1972. In August of 1974, he also became Vice 
President of Oakwood Petroleums Ltd. 


Mr. Kasdorf is married and is the father of three children. 
His hobbies are golf and curling. 


TRUDY V. KERR 


Trudy Kerr began employment in the oil and gas industry 
in 1957 with Amoco Canada Petroleum Company Ltd. in a 
senior secretarial capacity. From 1961 to 1969 she was 
employed with considerably smaller companies, where her 
duties were varied and thereby gaining a basic working 
knowledge of all phases of the oil industry. 


She was employed with the Oakwood group of companies 
in 1969 as secretary and general assistant to Dallas E. 
Hawkins II, which constituted the entire staff of Oakwood. 
As the Oakwood group of companies grew, she became 
considerably more involved in land and other operational 
activities of the company. 


She is presently responsible for all functions of the Land 
Department for the Oakwood group of companies and 
American Eagle Petroleums Ltd., coordination of 
operations with operational and engineering consultants, 
assumption of general office management, and general 
assistant to Mr. Hawkins and Mr. Kasdorf. 


Trudy is also Assistant Corporate Secretary of the 
Oakwood group of companies. 


BRIAN S. EKSTROM 


Brian S. Ekstrom serves as a Director and Treasurer of the 
Company. His responsibilities include overseeing all the 
accounting functions and financing for the Company and 
all its subsidiaries. 


Mr. Ekstrom was born in Calgary, Alberta and graduated 
from the University of Alberta in 1965 with a Bachelor of 
Commerce degree in Accounting. Since that time he has 
been involved in the oil and gas industry through his own 
management services firm. He has been associated with 
Oakwood Petroleums Ltd. since 1970. 


REX H. BARNES 


Rex Barnes graduated with a P. Geol. degree from the 
University of B.C. in 1952. His experience in the oil industry 
began in the field as a roughneck and in various other 
capacities. He has had approximately 25 years experience 
in the oil and gas industry and served as Vice-President 
and Canadian Manager of Bishop Oil Company, and Chief 
Engineer for Francana Oil and Gas Ltd., as well as holding 
certain other positions until he began his own consulting 
firm. His past experience in the operational end of drilling, 
production and management has provided a good basis 
for a consultant. His firm is presently employed on a con- 
tract basis, fulfilling the Oakwood group of companies’ 
needs in respect to drilling and producing operations. 


Heather Hall — Secretary-Receptionist 


Vicki Gancheff 
— Executive-Secretary 


Audrey Blanchard — Secretary-Land Assistant 


Darlene Harrison — Secretary 
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ae | AND SUBSIDIARY COMPANIES 


HIGHLIGHTS OF HUGO REPORT 


Effective No. of Shares Outstanding — 4,424,451 Net 


Current Price (June, 1976) — $1.55 to $1.90/Share 
Price Range for 1975 - 1976 — $1.70 to $0.54 /Share 


O es Ol = Dy Gy ety act MOS MCs yen Cie acme fect eet vamet Mets 


Net Income (Loss) 
— Per Share 


ree re pe ven ne caus eye, al ame oe) cy ie, oa Oe, 


Net Asset Value/Share: 
Before Tax — $4.97 


After Tax — $2.98 
1975 Production: Oil — 161,000 bbls. 
442 BOPD 


1976 Production 
Estimate: 


George R. Hugo was born in Lancaster, England in 1932 
and attended University at the London School of 
Economics and the University of Alberta. He obtained a 
B.A. Degree in Economics and holds advanced certificates 
from Columbia University of New York and the 
Massachusetts Institute of Technology. 


Mr. Hugo has held various analytical and economical posts 
with Mobil Oil Co., Calgary and New York, and in addition, 
has operated G. R. Hugo and Associates, a Calgary 
economic consulting company. In that capacity he has had 
among his professional clients the following companies: 


Standard Oil of New Jersey 
Colorado Oil and Gas 

Rock Island Refining Company 
Murphy Oil 


Socony Mobil Oil Company 
Home Oil Company 

Texas Gulf Sulphur Company 
Bow Valley Industries 


Oil — 160,000 bbls. 


Estimated 1976 1975 
er ate a $2,830,000 $1,429,000 
mie poten anee $1,611,000 $ 457,000 
ee ae 35¢ 12.5¢ 
Aula Eo ae ee $1,086,000 $ 63,000 
fae ey as ee 23.6¢ 1.7¢ 


Gas — 1,318,000 MCF 
3,611 MCFD 


Gas — 3,200,000 MCF 


Tenneco 
Western Decalta Petroleums 
Supertest Petroleums 


Canadian Industrial Gas and Oil 
King Resources 

French Petroleum Company 
Banff Oil 


Mr. Hugo has been associated also with the securities 
business, being Manager of Dominion Securities Commis- 
sion for 1970 and 1971, and being senior partner of Peters, 
Hugo & Co. Ltd., members of the Toronto Stock Exchange. 


Mr. Hugo is the founding President of the Economics 
Society of Alberta, and member of various committees, in- 
cluding the Canada Petroleum Association and the 
Independent Petroleum Association of Canada. He is 
publisher of articles on petroleum economics and is a fre- 
quent contributor to Oilweek. 


Mr. Hugo is married and has two children. 


EVALUATION OF OAKWOOD PETROLEUMS LTD. 


GEORGE R. HUGO 
May 3, 1976 


COMMON SHARES: 
Current Price (May 3,1976) ..... $1.56 


Price Range 1975-1976 ...... $1.70 - $0.54 
Casmrlowi). 975 aire. sone ere 12.5 cents 
Cash Flow Estimate 1976 ...... 36.4 cents 
Net Income:1975 9). eee 1.7 cents 
Net Income Estimate 1976 ..... 24.5 cents 
Estimated Asset Value 

Per Share After Tax ....... $3.11 


LISTING: Toronto Stock Exchange 


MARKETABILITY: 


In the three months ending March 31, 1976 a total 
of 1,410,100 shares traded as follows: 


January 483,100 
February 421,500 
March 505,500 


INTEREST EQUALIZATION TAX: 
Non Exempt 


CAPITAL STOCK AS AT MAY 3, 1976: 


Authorized 5,000,000 common shares of no par 
value* 


Issued 4,424,451 common shares** 


*The authorized capital stock of the company is presentiy 
being increased to 7,000,000 shares. 


**This figure includes the issuance of 1,376,004 shares for 
the acquisition of Coronado Consultants Ltd. The agree- 
ment to purchase Coronado Consultants Ltd. has already 
been entered into by Oakwood Petroleums Ltd. and allot- 
ment of these shares will be finalized after the increase of 
the authorized capital referred to above. Following the 
allotment of the 1,376,004 common shares the total issued 
common shares of Oakwood Petroleums Ltd. will be 
5,019,785. 


However, the agreement to purchase Coronado Con- 
sultants Ltd. makes that company a 100 percent owned 
subsidiary of Oakwood Petroleums Ltd. Since Coronado 
owns 595,334 shares of Oakwood the common shares of 
Oakwood effectively owned by the Public will be 4,424,451. 
Consequently, this figure is used in this analysis to deter- 
mine a net asset value for Oakwood. 


SUMMARY AND CONCLUSIONS: 
1. The Company 


Oakwood Petroleums Ltd. is a viable Western Cana- 
dian oil and gas company. At the present time it has 
two important characteristics. The first of these is the 
rapid change in asset values and cash flow now un- 


derway from internally generated exploration and 
development projects. The second is the fact that 
Oakwood is a company responding to the profound 
changes presently occurring from oil and gas price 
increases in Western Canada and, as such, is a vehi- 
cle for participating in the enhanced petroleum en- 
vironment. 


2. Management and Sponsorship 


Management of the company principally resides in 
the person of the President, Mr. Dallas Hawkins Il, 
who has spent about 30 years in the petroleum in- 
dustry. Mr. Hawkins has shown himself to be a highly 
Creative oil man with an impressive record of past 
successes. Vice President of the company is Mr. 
Gerhard Kasdort, who is also President of American 
Eagle Petroleums Ltd., 28.7 percent owned by 
Oakwood Petroleums Ltd. Mr. Kasdorf is also a very 
capable individual who is highly regarded by his 
peers in the industry. Among the members of the 
Board of Directors are other leading members of the 
Canadian oil community, and this is viewed as a dis- 
tinct corporate strength. 


3. Reserves 


This analysis is not intended as a precise updated 
reserve report on Oakwood Petroleums Ltd. At year 
end 1974 the company reported proven and 
probable oil and condensate reserves of 1.7 million 
barrels, proven and probable gas reserves of 24.1 
billion cubic feet, while 103 billion cubic feet of gas 
reserves were “indicated” for Sandhills. It is ap- 
parent that recent company exploration and produc- 
tion activities as well as acquisitions have led to a 
significant increase in natural gas reserves which will 
appear in future annual reports. What may be con- 
sidered as an approximation to the values 
ascribable to such increases may be found in the 
body of this report. 


4. Production and Cash Flow 


It is predicted that while the company’s oil produc- 
tion may stay flat or even decline somewhat in 1976 
over 1975, natural gas production will more than 
counterbalance this effect. Indeed it is conservative- 
ly estimated that natural gas production in 1976 will 
be 150 percent higher than in 1975, and will certainly 
take place at higher prices. This will have the effect 
of virtually increasing Oakwood’s gross revenue by 
100 percent in 1976 to a figure of $2.8 million, while 
cash flow should show an increase approaching 200 
percent to $1.6 million. 


RECOMMENDATION 


Because of a better petroleum environment on the 
one hand, and the exploration and production ac- 
tivities of Oakwood itself, the company’s stock sell- 
ing at $1.56 per share appears to represent a very 
attractive speculation. Our calculation of the after tax 
value at 15 percent Rate of Return shows the net 
assets per share to be worth $2.98, and cash flow in 
1976 should reach an approximate 35 cents per 
share. Further increases in cash flow and earnings 
can be confidently expected in 1977. 


OAKWOOD PETROLEUMS LTD. 


RECENT HISTORY OF THE COMPANY 


The Company in its present form was originated in 
May 1970 when the Company acquired all of the 
common shares of Marwood Petroleum Ltd. As a 
result of the initial re-organization Oakwood became 
the parent company to Bayview Oil & Gas Ltd., 
Marwood Petroleum Ltd., and its subsidiary 
Flamingo Oils Ltd. (No Personal Liability), which is 
95.837 percent owned by Marwood. Later other sub- 
sidiaries were either formed or acquired and all of 
these are owned 100 percent by Oakwood 
Petroleums Ltd. The complete list reads as follows: 


Oakwood Petroleum Corporation 
Marwood Petroleum Ltd. 

Bayview Oil & Gas Ltd. 

Oakwood Petroleum (U.K.) Ltd. 
Oakwood Petroleums Ireland Ltd. 
Oakwood Petroleums Italiana S.p.A. 
Lochaber Oil Corporation Ltd. 
Bueno Oils Ltd. 

Orient Investments Ltd. 

Coronado Consultants Ltd. 


BUSINESS 


The company and its subsidiaries have been and will 
continue to be engaged in the business of exploring 
for, developing and producing natural gas and crude 
oil. At the present time, exploration operations are 
conducted primarily in the four Western Provinces of 
Canada, the United States, and offshore United 
Kingdom and West Germany. The company’s crude 
oil and natural gas reserves are primarily in Alberta, 
Saskatchewan and the United States and it also 
owns interests in natural gas plants. 


PROPOSED FINANCING 


The company proposes to undertake $600,000 of 
debt financing and additionally to issue by way of 
private placement a convertible debenture in the 
amount of $600,000. Since both the debt financing 
and the debenture remain subject to the satisfaction 
of certain conditions, the present analysis of the 
company, quite properly, treats both the debt finan- 
cing and the convertible debenture as if they had not 
yet occurred. 


OIL AND GAS PROPERTIES 


The company produces crude oil and natural gas 
from numerous properties in Alberta, Saskatchewan 
and the United States. Tabulated below are the com- 
pany’s production statistics for the period 1973 - 
1975, along with appropriate information on land 
holdings: 


1975* 1974 1973 
Oil Production (Bbls) ...... 123,000 173,214 108,493 
Daily Average (Bbls) ...... 337 475 297 
Gas Production (Mcf) ..... 1,333,000 1,187,996 1,174,826 
Daily Average (Mcf) ....... 3,652 3,255 3,219 
Oil and Gas Lease and Permit Acres: 
Gross .... 1,052,343 846,776 3,467,740 


164,728 116,733 286,595 


*Preliminary Estimate 
Significant corporate developments during the last 


12 months have involved the following properties: 


MATZIWIN 


During 1975 Oakwood and partners drilled 25 wells 
at Matziwin in Southern Alberta. This combined 
exploration-development program was for shallow 
Milk River and Medicine Hat gas. The property went 
on stream in April 1976, and Oakwood’s interest of 
approximately 40 percent is expected to be a highly 
important source of revenue in 1976 and ensuing 
years. Production is currently at the rate of 7 MMcf/d 
for the whole field, although only the Medicine Hat 
zone is being produced. The Milk River zone is also 
considered to be potential over the entire area, and 
the Victoria Sand is present over a portion of the 
lands. 


SADDLE LAKE 


Here Oakwood and partners have purchased a 50 
percent working interest in 12,000 acres, and a 7.5 
percent gross overriding royalty convertible to a 
working interest on payout in a further 9,280 acres. 


The property was purchased from Westhoma Oil 
Company in 1975, and the new owners proceeded to 
drill two successful gas wells. This success has in- 
creased the total wells on the property to 13. Since 
Oakwood and American Eagle participate as to 20 
percent each in the group’s purchase of both the 
working interest and royalty lands, the property will 
henceforth be an important source of revenue. 


PEMBINA 


During the last few months Oakwood and partners 
consummated the farmin of a nine section block of 
land in the Pembina region of Alberta. The region is 
considered proven and thus far two successful oil 
wells have been drilled. Size of reserves and even- 
tual recovery rates do not have any precise deter- 
mination at this time, but the property is certainly a 
valuable new asset. The Oakwood group owns the 
property subject to crown royalty plus a 10 percent 
overriding royalty; Oakwood is a 20 percent interest 
Owner in the group, while American Eagle owns 19.5 
percent. 


PRINCESS 


The company has a 40 to 100 percent interest in 12 
producing gas wells in the Princess area of Southern 
Alberta which presently generate a net income of 
$260,000 per year. This property contains substan- 
tial undrilled reserves and will be an even more 
significant cash generator over the next few years 
than it is at the moment. 


UNITED KINGDOM — NORTH SEA 


Chevron is currently drilling a well on Block 3/7 in 
the U.K. sector of the North Sea. This well is the first 
of two to be drilled at Chevron’s cost on the block. 
Under the agreement between Oakwood et al and 
Chevron the capital costs for exploration and for 
development work, should a commercial discovery 
occur, will be borne by Chevron. Provision also ex- 
ists for Chevron to recover all the expenditures it 
makes on behalf of the group from subsequent 
production revenues. At the present time the well is 
below 10,000 feet and is expected to reach total 
depth somewhere below 12,000 feet. It is hoped that 
the test will prove that the Ninian oil field — one of 
the largest in the North Sea — will extend onto the 
northeast corner of Block 3/7. Oakwood’s original 
interest in the Block was 5 percent, but following 
Chevron’s undertaking to drill the well at its cost 
Oakwood’s interest has reduced to 0.75 percent 
before payout converting to 1.75 percent after 
payout. 


PROPERTY ACQUISITIONS 


Oakwood has undertaken several significant ac- 


quisitions over the last 12 months. Notable among 
these have been the purchase of Bueno Oils Ltd. and 
Coronado Consultants Ltd. For purposes of the pre- 
sent study a value of $2.8 million was placed on 
these properties. 


SANDHILLS PROJECT 


The 1974 Annual Report of Oakwood Petroleums 
Ltd. ascribed 103 billion cubic feet of gas reserves, 
net after all royalties, to its Sandhills property in 
southwestern Saskatchewan. There the company 
retains varying 10 to 50 percent working interests in 
236,486 gross acres for a net position of ap- 
proximately 66,074 acres. 


The area is just east of the large Medicine Hat gas 
field in Alberta although the play is for shallow Milk 
River gas rather than the Medicine Hat sand. The 
formation has an average thickness in excess of 300 
feet and consists of interbedded sandstones, 
siltstones and shales. Approximately 30 percent of 
the zone is found to be gas bearing and is comprised 
of a series of thin lenses. Depth to the top of the Milk 
River formation is approximately 1500 - 1700 feet. 


To date the Operating Group consisting of Oakwood 
25 percent, Canadian Occidental 25 percent and 
Union Gas Company of Canada 50 percent has drill- 
ed a total of 31 productive wells and two dry holes. It 
should be borne in mind that the development of 
large shallow gas reserves is a Capital-intensive pur- 
suit, and that the economics are very sensitive to the 
contracted gas price. 


At the present time, although the reserves are 
proven in every sense of the word, they are currently 
uneconomic under the gas pricing regime in force in 
Saskatchewan. For this reason the Operating Group 
has suspended further drilling activity. In the mean- 
time, discussions are continuing with the 
Saskatchewan Government to arrive at some kind of 
arrangement under which the property can be 
produced economically. 


From an evaluation point of view the conservative 
way of handling the Sandhills prospect is to assign it 
zero value. This is what has been done in this study, 
although the claim is not made that this is a satisfac- 
tory solution. The present worth of an Mcf of gas in 
Alberta varies considerably but much of it has a 
value in the 20 - 40 cents range. If a compromise 
were to be reached in Saskatchewan which would 
give the natural gas even a 5 cents per Mcf present 
worth value the effect upon Oakwood Petroleums 
Ltd. would be significant. Indeed, it would increase 
the pre-tax asset value by over $5 million, and on an 
after tax basis would increase the asset value per 
share by approximately 65 cents. 


EVALUATION OF AMERICAN EAGLE PETROLEUMS LTD. 
NECESSARY TO EVALUATE OAKWOOD PETROLEUMS LTD. 


ASSETS 
CashiandiMecelVables= |. ja cos 5. sane epee $ 920,000 
LEG OC) SIS mae tance ere Ser a. env, tae es a Re, 29,000 
IVEStiMemuluese Ga COLDwa. car cn -son s,s nia) elena 98,000 
Petroleum and Natural Gas Properties at 
lo percent Rate of Return™ .....0.....2..4 5,849,000 
$6,896,000 
LIABILITIES 
Accounts Payable and Accrued Liabilities ........ $ 520,000 
BaiialeO all S mmmteaerr satis Ae. or oho oe. ears ane on See 1,140,000 
Long Term Debtand Notes Payable ........... 126,500 
$1,786,500 
CAPITAIZ STOCK OUTSTANDING 2... 25 2.) «ime. ates 4,151,629 common shares 
ASSERVALUBPER SHARE BEFORETAX . 2. 2.52.5. .6 6,896,000 - 1,786,500 
4,151,629 


= $1.23 per share 


*Estimate made by G. R. Hugo 
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THE VALUE OF OAKWOOD PETROLEUMS LTD. 


The last occasion on which a complete engineering evaluation of all the company’s properties 
took place was January 1, 1975. Summarized results of this work, undertaken by McDaniel 
Consultants 1965 Ltd., are shown below: 


Estimated Company Share 
of Remaining Reserves 
as of January 1, 1975 


Estimated Company Share 
of Present Worth Value 
at 15% Rate of Return 


Barrels - MMcf - Long Tons BEFORE TAX 
Probable 
Reserves Proven Additional Total 
Net Crude Oil ...... 1,038,600 621,200 1,659,800 
Net NaturalGas..... 18,050 6,100 24,150 $6,744,830* 
Neti NGI ee. seers 33,500 — 33,500 
Net SuIDhUG seman 5,615 5,615 
Unproven Acreage at Fair Market Value ................ $1,740,000 
$8,484,830 


* Includes value of Saskatchewan oil reserves 
slightly higher than strict McDaniel number. 


The writer has reviewed in detail the most significant developments affecting the value of 
Oakwood in the intervening 16 months, and the conclusions reached from such analysis are 
summarized below: 


Estimated Value 
at 15% 
Rate of Return 


Princess, Alberta 19.2 Bcf of proven gas 


reserves added ........... $ 7,258,000 
Verger, Matziwin, Gem, Alberta 10.3 Bcf of proven gas 

reservesadded ........... 4,338,000 
Purchase of Bueno Oils Ltd. & 

Coronado Consultants Ltd. value added .............. 2,846,000 
Saddle Lake, Alberta Vallciad d6C meen natn 1,000,000 
Pembina, Alberta value‘addecdiaeeae ee eae 785,000 
Connorsville, Alberta Valueradd ec ieee ier arena 750,000 
California and Texas Properties value added ieee eee 300,000 

TOTALS pacctn oe are ern aera $17,277,000 


Superimposing the above changes in asset values, and related financial changes upon the basic 
McDaniel values leads to an evaluation of Oakwood Petroleums Ltd. which reads as follows: 


NET ASSET EVALUATION 
OAKWOOD PETROLEUMS LTD. 


ASSETS 
Cash and Receivables 
Deposits 


Investment in American Eagle 
Petroleums Ltd. 
1,190,323 shares at $1.23 


Petroleum and Natural Gas Properties 
at 15% Rate of Return 


LIABILITIES 


Accounts Payable and Accrued Liabilities 


Bank Loans 


ESTIMATED ASSET VALUE PER SHARE AFTER TAX 


COMMENTARY ON EVALUATION RESULTS 


The value of Oakwood Petroleums Ltd. at $3.11 per 
share may be seen to have risen substantially since 
the last full scale evaluation 16 months ago. An ac- 
tive drilling program in the Verger-Matziwin-Gem 
area of Alberta was successful in adding to shallow 
gas reserves, and outside consultants have assigned 
substantial proven reserves to Princess even though 
much of the prospect has yet to be drilled. Because 
of the blanket-type occurrence of many of Alberta’s 
shallow gas sands it is becoming an increasingly 
common practice, frequently substantiated by sub- 
sequent developments, to assign proven gas 
reserves to certain types of undrilled acreage. 
Oakwood Petroleums Ltd. will need to spend 
something on the order of $2 million in the next few 
years to bring additional Princess reserves on 
stream. 


While parts of the writer’s evaluation have made use 
of a number of different information sources, the 
type of future pricing schedule used in evaluating 
most of the gas properties is one which moves from 


$ 1,255,000 
21,000 


1,464,097 


25,761,830 
$28,501,927 


$ 1,060,000 
4,340,000 
203,000 

$ 5,603,000 


4,424,451 common shares 
28,501,927 - 5,603,000 
4,424,451 


$5.18 per share 


$3.11 per share 


the present 97 cents/Mcf at the wellhead to $1.70 by 
1980 and $2.20 by 1990. 


It should be noted that in essence no probable or 
potential reserves have been included in the overall 
evaluation, and despite the sharp increase in per 
share asset values the writer considers the 
calculated values to be conservative. 


Further reasons enforcing this conservatism are the 
use of a somewhat high discount factor (15 percent) 
in determining the present worth of future income, 
and the expression of results on an after tax basis. 
Perhaps the largest element of conservatism in the 
evaluation is the complete omission of any values for 
Oakwood'’s Sandhills gas property in Saskatchewan. 
This asset has such potential future significance to 
the company that it was outlined in some detail when 
discussing the company’s oil and gas properties 
earlier in this report. 

The following tabulation sets out key financial data 
for Oakwood Petroleums Ltd. and American Eagle 
Petroleums Ltd. for 1974 and 1975, together with a 
projection for 1976. 
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OAKWOOD PETROLEUMS LTD. 
HISTORICAL AND PROJECTED FINANCIAL DATA 


1974 1975 1976 
Gross R6VenUe > a mmaneee ke hue acer $1,071,167 $1,429,000 $2,830,000 
Cash Flow. FronuOperavlons sas een ee 269,948 457,000 1,611,000 
Depletion and Non-Cash Charges ...... 947,692 327,000 525,000 
Net Revenue (Loss) .............. (677,744) 63,000 1,086,000 
Number of Shares Outstanding ....... 3,643,781 3,643,781 4,424,451 
Cash FIOW:S ane en ears ret eee 7.4 cents 12.5 cents 36.4 cents 
Netincome/ Salem srur aman arene (19.0) cents 1.7 cents 24.5 cents 
AMERICAN EAGLE PETROLEUMS LTD. 
HISTORICAL AND PROJECTED FINANCIAL DATA 
ANE! eno pee 9 0m 
Gross;Revenuicot aruin seeing ae ee $ 396,457 $ 398,000 $ 849,000 
Cash Flow From Operations 2.02% 5:2. (92,649) 11,000 393,000 
Depletion and Non-Cash Charges ...... 170,186 165,000 250,000 
Extraordinary Gain — SaleofAssets ..... 201,169 _ — 
NetiRevenue (OSS) ges semee an qlee ee (61,666) (154,000) 143,000 
Number of Shares Outstanding ....... 4,151,629 4,151,629 4,151,629 
Gash Flow/Share ai) keen eee (2.2) cents — 9.5 cents 
Netincome/onareme ce. ern) ee eee (1.5) cents (3.7) cents 3.4 cents 


Outline of Oakwood’s Near Term 
Exploration and Development Activity 


Following the financing mentioned earlier in this 
report, Oakwood’s tentative plans for the balance of 
1976 include, but are not limited to, the following 
program: 


Pembina: Drill a further 20 wells. 


Princess: The company owns a 100 percent interest 
in eight sections of presently producing Second 
White Specks gas rights. Additional development on 
closer spacing is contemplated on an experimental 
basis. 


Connorsville: The company owns a 40 percent 
working interest in approximately 6,500 acres of 


land in the Connorsville area of Alberta, on which 
there is one gas well presently capable of producing 
from the D1 horizon. It is contemplated that the com- 
pany and its partners will drill at least two additional 
wells in this area. 


Gladys: The company’s working interest in 17,538 
acres is 25 percent, and two Crossfield- 
Mississippian sour gas wells exist on the property. 
Additional development of either the Crossfield 
and/or Belly River sands will take place during the 
year. 


Saddle Lake: Drill at least two additional wells. 


G. R. HUGO May 3, 1976 
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